
Adaptation to Climate Change  
What role for microfinance ? 

Shardul Agrawala and Maëlis Carraro 

OECD Environment Directorate 

 

International Workshop on "The Social Dimension of Adaptation to 
Climate Change" , FEEM, Venice , 18-19 February 2010 

 



1. Context 

 

 

• Global scaling up of adaptation finance is not enough by itself if there 
are no effective and efficient means to reach vulnerable communities 

 

• Microfinance Institutions already have existing networks to access 
poor households and to track small transactions.  They also offer the 
potential to transition communities from externally provided support 
to become self-supporting over the long-term.  

 

• As such they offer the promise of an effective delivery channel to 
deliver adaptation financing to groups that are also among the most 
vulnerable to climate change.  

 

 

 

 



2. Core Elements of Microfinance 

 

• Provides access to basic financial 
services to the poor through small 
loans given to groups or individuals 

• Focus on fostering income generation 
opportunities 

• Not only credit but also « credit plus » 
services: health, education, insurance, 
savings,  training 

• 90% of clients are women 

• Goal is for clients to build  and 
diversify assets to reduce vulnerability 

  

 

  

 

 

A priori attractive 
vehicle for facilitating 

adaptation  



Many questions to answer…  

 What is currently the degree of synergy between actual projects 
funded my microfinance and adaptation needs? 

 

 Is the success of some microfinance projects at risk to be 
compromised by climate change? 

 

 Is there a risk that in meeting urgent, short term priorities of the 
most vulnerable microfinance might promote maladaptation over 
the long term? 

 

 To answer it is necessary to examine the microfinance experiences 
and actual projects in two low income countries: Bangladesh and 
Nepal, both extremely vulnerable to the impacts of climate change 



3. Microfinance and Adaptation Linkages in Bangladesh 
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Sectoral focus of programs in Bangladesh 

 Main climate change vulnerabilities  
•Water and coastal resources , human 
health and agriculture 

 
 Microfinance sector  

•226 microfinance programs reviewed 
by 22 major MFIs in Bangladesh 

 
• The programs examined represent a 
bulk of the lending portfolios of the 
top 22 MFIs over the period  of 
analysis  

 
•The programs were clustered in 9 
categories to represent the share of 
programs  



Microfinance and Adaptation Linkages in 

Bangladesh 

• There are clearly significant overlaps between the 
priority categories for microfinance programs and the 
key climate change vulnerabilities for Bangladesh 

 

 In particular agriculture,  disaster relief and preparedness, water 
and sanitation and health 

 

• The linkages between microfinance and adaptation are 
however much more nuanced than this rather 
preliminary mapping 



Links to climate change adaptation  

Bangladesh 
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 No link  
Programs that have no direct 
connection with adaptation 
 
Win-Win 
Programs that as currently structured 
automatically contribute to 
adaptation 
 
 Climate Proofing 
Programs that might need to be 
adjusted to take better account of 
risks posed  by climate change and/or 
facilitate adaptation 
 Sometimes information is very limited 

for a comprehensive evaluation of the 

extent to which loans contribute to 

adaptation. 



Key messages 

 Slightly less than half of the programs have no link with adaptation or 

vulnerability reduction   This is not surprising given that microfinance 

addresses mostly pressing and urgent needs. 

 

  Almost half of the programs are already automatic win wins from a climate 

change perspective   Reinforces the close synergy between the 

development and adaptation and the potential for microfinance  

 

 A relatively low percentage of programs might need to be adjusted to reflect 

the implications of climate change   Unlike “macro” investments, 

microfinance only targets very small short term lending that meet urgent 
needs so it might be hard to identify what needs to be done differently 



Examples of Win-Win projects 

Anticipatory actions 
• disaster preparedness  
• building safe houses resilient to 
storm surges and floods  
• promotion of hybrid crop varieties  
tolerant to salt and water related 
stresses  

 
Reactive actions  

•disaster relief activities  
 

 Cross-cutting actions 
• improved water management 
(irrigation, access to ground water) 
•crop diversifications 
•fish cultivation and poultry farming 
•aquaculture 

 



 4. Microfinance and Adaptation Linkages in Nepal 
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Sectoral  focus of programs in Nepal 

Main climate change vulnerabilities 
 

•water resources and hydropower, 
agriculture, human health and 
ecosystems 
 

Microfinance sector 
• microfinance sector is smaller, more 
recent, less deep in terms of 
penetration and less varied in 
comparison with Bangladesh 
 
•  82 programs analysed by the 22 top 
MFIs in Nepal, clustered into 8 
categories 
 

• portfolios of the MFIs are more 
limited 



Links to climate change adaptation in Nepal 
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Degree of overlap between the  
orientation of microfinance and 
climate change vulnerabilities  is 
more limited than in Bangladesh. 
 
The largest share of programs 
relates to employment and income 
generation activities that are not 
directly linked to climate change but 
contribute to improving the asset 
base of the poor and reduce 
vulnerabilities 
 
Other programs in climate sensitive 
sectors may have little link to 
adaptation or climate resilience. 
 



Examples of Win-wins in Nepal 

  Anticipatory actions 

•  Disaster management program ( only 
few) 

• Insurance  

• Disaster preparedness actions appear to 
be absent from existing MFI portfolios 

  

 Cross-cutting activities 

•  Irrigation loans/ projects 

•  Healthcare and sanitation loans 

•  Purchase of agricultural inputs and crop 
diversification 



Opportunities for furthering the role of microfinance 

in Adaptation in Bangladesh and Nepal 

Types of actions  

 

i. changes in the technical design of existing  project  
• to avoid maladaptation , apply a “climate lens” 

 

ii.  modification of financing modalities 
•  more flexible repayments, lower interest rates [trade-off with fiscal 

viability] 

 

iii. Inclusion of activities that are not currently included in 
microfinance portfolios 

• Scale up existing activities that can help promote adaptation 

• Promoting new projects e.g. cage aquaculture, rice fish farming, floating 
gardens in Bangladesh; early warning systems, forestry programs on 
unstable hill slopes, crop diversification and telecommunication networks 
in Nepal 

 



Microfinance and Community Based Adaptation:  

A summary 

What microfinance institutionsé 
 
Do now Can do Are not suited for 

Crop diversification  Crop breeding  Dams 

Disaster relief Disaster preparedness and 

early warnings  

Sea walls 

Health and sanitation loans  Storage facilities Hydropower facilities 

Alternative livelihoods 

strategies 

Aquaculture  Draining of glaciers lakes 

Irrigation and water supply Reduce maladaptation Climate monitoring systems  

On farm activities Education and training for 

promoting adaptation 

Big infrastructure work 

Housing loans More resilient houses material  

 



5. Towards a broader role for microfinance in adaptation 

• Microfinance offers an effective additional delivery channel for the global 
funds to operationalise adaptation among the poor. Yet so far it has been 
almost entirely absent in climate change discussions. 

 

• Financing microfinance for adaptation is a critical challenge, and better 
linkage with international adaptation financing can play an important role 

 

•  Any scale up of microfinance for adaptation, however, should keep 
expectations realistic. It is an important and overlooked tool in such an 
adaptation arsenal but it is, by no means, a panacea. 


